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ABSTRACT 
The financial derivatives played a significant role in global financial innovation and 
financial markets, but the complex structure and model risks of derivatives result in 
regulatory difficulties. In the mature derivatives markets of developed countries, 
enterprises often use financial derivatives to escape the shackles of regulation and 
accounting standards for the tax avoidance, financial window-dressing and other 
purposes. So, this paper studied the activities of using financial derivatives to 
window-dress financial statements. 
First, we discuss the feasibility of using derivatives to window-dress financial 
statements. For the intrinsic characteristics of derivatives, the derivative has 
replication functions, and can construct a variety of business transactions through the 
simulation of cash flow. Meanwhile, the complex derivatives that highly depending 
on the pricing model have model risks, so it may be used to window-dress financial 
statements. For the external environment of derivatives, the accounting and auditing 
standards of derivatives are not perfect, and there are controversies on accounting 
treatment and risks on auditing practices. Then, we research the cases of using 
derivative to window-dress financial statements. 
There are many studies on statements window-dressing, but the practices about 
using derivatives to window-dress are rarely involved，so the study is original and has 
a guide to practice. China will soon face the rise and development of financial 
derivatives market, but the system and standards of derivatives are not perfect, and 
lacks of talent. In this context, the study will help us to learn experiences and lessons 
of the enterprises’ derivatives trading in developed countries, so as to reduce or 
prevent the harm of abusing derivatives. 
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